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Action to increase
excess reserves
REVIEW OF THE MONTH
As a part of the Government's recovery
program outlined by the President in his
message * to Congress on
April 14, the Treasury and
the Board of Governors
took immediate action to expand the volume
of member bank excess reserves. The Treas-
ury discontinued the inactive gold account
and deposited with the Federal Reserve
banks $1,392,000,000 of gold previously held
in that account and in the working balance,
and the Board of Governors reduced mem-
ber bank reserve requirements by approxi-
mately $750,000,000, effective April 16.
In announcing the reduction in reserve re-
quirements the Board issued the following
statement to the press:
"As a part of the Government's program
for encouragement of business recovery, the
Board of Governors has reduced reserve re-
quirements on all classes of deposits for all
member banks, effective at the opening of
business on April 16, 1938. By this action
excess reserves of member banks will be in-
creased by about $750,000,000.
"Reserve requirements in effect prior to
April 16, 1938, and thereafter are shown in
the following table:
Classes of member banks and of deposits
Demand deposits:




All classes of member banks.
Prior to Beginning
April 16 | April 16
% | %
* This message included the following as one of the measures proposed:
"the Administration proposes immediately to make additional bank
resources available for the credit needs of the country. This can be done
without legislation. It will be done through the de-sterilization of ap-
proximately one billion four hundred million dollars of Treasury gold,
accompanied by action on the part of the Federal Reserve Board to re-
duce reserve requirements by about three-quarters of a billion dollars.
The effect of the reduction in reserve re-
quirements, as shown in the following table,
was an immediate increase in excess reserves
of all member banks, raising the total to
about $2,500,000,000. This is the largest
volume of excess reserves held by member
banks since before the first increase in re-
quirements on August 16, 1936, and com-
pares with an average level of $1,500,000,000
maintained during March of this year. Re-
quired and excess reserves for the weeks end-
ing April 15 and April 22 by classes of banks
are shown in the following table. At New
York and Chicago banks the increase in ex-
cess reserves was larger than the reduction
in required reserves and at country banks it
was smaller, reflecting principally an in-
crease in balances held by country banks with
city correspondents.
EXCESS AND REQUIRED RESERVES OF MEMBER BANKS
[Daily averages for weeks ending Friday. In millions of dollars]
Class of bank
Central reserve city banks:
New York
Chicago



































p Preliminary. Figures for country banks and all member banks are
estimates.
On April 14 the Treasury transferred to
the gold certificate fund of the Federal Re-
serve System $1,183,000,000 of gold from its
inactive gold account and $209,000,000 of
gold held in its working balance and thereby
increased its balance with the Federal Re-
The Federal Reserve Board informs me that they are willing to do so.
These measures will make more abundant the supply of funds for com-
merce, industry and agriculture. By themselves, however, monetary
measures are insufficient to start us on a sustained upward movement."
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serve banks to $1,500,000,000. As the new
deposits with the Reserve banks are drawn
upon to meet the excess of Treasury cash
disbursements ove receipts, including dis-
bursements for retirement of debt, they will
add to bank reserves. On April 22 the Treas-
ury announced that until further notice, of
the $100,000,000 of Treasury bills maturing
weekly, $50,000,000 would be redeemed in
cash. This will have the effect of reducing
Treasury deposits at the Reserve banks and
thereby increasing member bank reserves
more rapidly than would otherwise be the
case.
The chart on page 351 shows weekly fluctu-
ations since the beginning of 1934 in mone-
tary gold stock and in Treasury cash hold-
ings, both of which include inactive gold, in
Treasury deposits at Federal Reserve banks,
and in member bank reserve balances. As
shown in this chart the increase in member
bank reserve balances from the end of Jan-
uary 1934, when the dollar was revalued, to
the end of 1936 corresponded roughly to the
growth in monetary gold stock, which during
this period amounted to about $4,000,000,000.
Toward the end of 1936 member bank reserve
balances rose to about $6,800,000,000, and
excess reserves increased to $2,200,000,000,
notwithstanding an increase of 50 percent
in reserve requirements in August 1936. Dur-
ing the late 1920's member bank reserves had
averaged about $2,300,000,000. These re-
serves corresponded closely to required re-
serves, and many banks, in fact, were bor-
rowing from the Reserve banks to maintain
their reserves at that level.
The Treasury's "gold sterilization" pro-
gram, adopted at the end of 1936, had the
effect of preventing further gold imports,
which were continuing at a rapid rate at
that time, from resulting in an additional ex-
pansion of bank reserves, and provided for
the setting aside of a supply of gold which
was available for export without reducing
bank reserves or for other uses by the Treas-
ury. Between December 24, 1936, and Sep-
tember 11, 1937, the inactive gold stock was
built up to about $1,400,000,000. This is
shown on the chart in an increase in Treas-
ury cash holdings. In this period there was
little change in the general level of member
bank reserve balances.
In September 1937 the Secretary of the
Treasury at the request of the Board of Gov-
ernors released $300,000,000 of gold from its
inactive account. This additional gold was
immediately added to member bank reserve
balances, and excess reserves, which had de-
clined in August to $700,000,000, were in-
creased to more than $1,000,000,000, at which
level they continued for the rest of the year.
In January 1938, excess reserves increased
to $1,400,000,000 chiefly as a result of the
seasonal return flow of currency.
On February 14 of this year the Secretary
of the Treasury announced a change in pro-
cedure to be followed with respect to pur-
chases of gold, whereby gold acquired by
mints and assay offices after January 1, 1938,
would be included in the inactive gold ac-
count only to the extent that such acquisitions
in any one quarter exceed $100,000,000. As
a result in part of this policy and in part of
other factors, excess reserves of member
banks increased further to $1,720,000,000 on
April 15.
As previously pointed out, the reduction in
reserve requirements by the Board on April
16 raised excess reserves to about $2,500,-
000,000. In addition as the result of the re-
lease of gold, funds in the amount of about
$1,400,000,000 were added to Treasury de-
posits at the Federal Reserve banks, and as
these funds are expended by the Treasury
they will correspondingly increase member
bank reserves.
Currency in circulation showed a some-
what greater than seasonal decrease in the
early weeks of this year, follow-
Currency in jng a much iess than seasonal in- circulation °
crease last autumn, reflecting the
decline in trade and employment. The amount
in circulation during February and March
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was about $50,000,000 less than in the corre-
sponding months of last year. In the week
ending April 6, however, currency increased
rapidly to practically the same level as a year
ago, reflecting in part a pre-Easter increase
in retail sales this year compared with a post-
Easter decline in sales in the same week last
year. Subsequently circulation declined again
to somewhat below the level of last April.
At the end of March the amount of cur-
rency in circulation was about $100,000,000
less than at the end of July of last year,
whereas ordinarily some increase is to be
expected on the basis of seasonal factors. The
decline from last July occurred entirely in
currency of small denominations. Coin and
currency of under $50 decreased by $160,-
000,000, while bills of $50 and over increased
by more than $50,000,000. During the cor-
responding period last year, coin and small
denomination bills increased by about $140,-
000,000 and large bills by $70,000,000. The
chart shows the amount of currency in circu-
lation of large and small denomination at the
CURRENCY IN CIRCULATION
BY LARGE AND SMALL DENOMINATIONS
BILLIONS OF DOLLARS BILLIONS OF DOLLARS
1934 1935 1936 1937 1938
Member bank
credit
end of each month since December 1933. It
will be noted that large denomination cur-
rency in circulation has shown a gradual in-
crease since the beginning of 1935. Part of
the increase shown in March of this year re-
flected additions to vault cash holdings of
member banks, whereas the decline in the
spring of 1937 had reflected a return of cur-
rency from bank holdings, which had in-
creased with the growth in excess reserves
and were reduced with the raising of reserve
requirements.
In the first four months of this year loans
at member banks in leading cities decreased
substantially while investment
holdings increased somewhat.
The decline in loans, which be-
gan last October, reflected a reduction in com-
mercial loans and a substantial liquidation
of loans to brokers and dealers in securities.
On April 13, loans to brokers and dealers by
reporting member banks amounted to $570,-
000,000, which was close to the lowest levels
of 1932 and 1933, and was about $800,000,-
000 below the recent peak of last September.
The increase in investments was in New York
City and mostly in securities other than
those of the United States Government. Hold-
ings of United States Government obligations
increased somewhat in the early weeks of the
year but were substantially reduced in March,
reflecting partly retirement of Treasury bills
held by banks. They increased again in
April.
The volume of deposits at member banks
showed little net change during the first four
months of 1938. Adjusted demand deposits
increased at banks in New York City but
declined at banks in other leading cities and
at country banks.
Call report figures for March 7 show that
both loans and investments of country mem-
ber banks declined somewhat during the first
two months of 1938. The decline in loans was
largely in so-called "all other" loans, which
include loans for commercial, industrial, and
agricultural purposes. These loans declined
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at country banks in each Federal Reserve
district except Dallas. Loans on securities to
customers also declined, while real estate
loans increased further following two years
of steady growth. The decline in the invest-
ment portfolio of country member banks,
amounting to $90,000,000, was equally di-
vided between holdings of United States Gov-
ernment obligations and other securities. The
table shows changes in loans and investments
at city member banks, as well as at country
banks, between the call report dates Decem-
ber 31,1937, and March 7,1938.
LOANS AND INVESTMENTS OF MEMBER BANKS
[In millions of dollars]
Total loans and investments-
Total loans..
Loans to brokers and
dealers





































































Following a period of advancing prices, in
which average yields on long-term United
States Government bonds
Government reached a low of 2.41 percent,
market** the Government security market
was somewhat irregular in the
latter part of March and the first half of
April and yields rose to 2.52 percent. After
the President's message on April 14, the re-
lease of inactive gold by the Treasury, and
the reduction in reserve requirements, prices
of Treasury bonds increased sharply. In the
latter part of April yields on long-term bonds
declined to 2.32 percent, compared with the
low of 2.22 percent in December 1936 and
the high of 2.78 percent on April 1, 1937.
Prices of 3- to 5-year Treasury notes and
3-month Treasury bills followed movements
similar to Treasury bonds. At the high prices
reached in December 1936, the average yield
on Treasury notes was 0.92 percent. The yield
then rose to 1.70 percent in April 1937. In
the latter part of April 1938 yields on Treas-
ury notes declined to 0.81 percent, the lowest
yield ever reached. The average rate on
3-month Treasury bills toward the close of
April was about 0.03 percent, compared with
an average level of 0.08 percent in March
and with last year's high of % of 1 percent
in April.
Following sharp declines during the latter
part of March, prices of common stocks and
medium- and lower-grade
Other securities corporate bonds showed a
markets ^
moderate recovery during
the first three weeks of April. Among the
highest-grade corporate bonds, industrial and
public utility issues continued during March
and April close to their all-time highs. Rail-
road bonds of the highest rating, however,
declined during the two months, showing the
sharpest departure of these issues from the
trend of other high-grade bonds since 1932.
This weakness was largely responsible for a
rise of average yields on all high-grade issues,
as shown by Moody's Aaa bond average, from
3.23 percent in February to 3.38 percent about
the middle of April. During the last ten days
of the month prices of corporate bonds rose,
while prices of common stocks declined. The
average yield on Moody's Aaa bonds declined
to 3.30 percent.
The volume of credit extended by member
firms of the New York Stock Exchange to
their customers decreased by about $100,-
000,000 during March, and at the end of the
month was about $830,000,000, as compared
with a maximum for last year of $1,560,000,-
000 at the end of April 1937 and a low level
in the summer of 1932 of less than $700,-
000,000. During March total borrowings of
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these firms decreased by about $60,000,000
and credit balances in the accounts of their
customers were reduced by $40,000,000.
Industrial activity continued at a low level
in April, and the Board's index of production
for the month is estimated at
Recent business 78 percent of the 1923-1925
developments ^ ,.-,!,
average, slightly lower than
the average for the first quarter of this year
and in sharp contrast with the level of 116 for
the first eight months of last year. Changes
in manufacturing output recently have been
small both in industries producing durable
goods, such as steel and automobiles, and in
those manufacturing less durable products,
such as textiles and foods. Mineral output
has also shown little change.
Factory employment declined in March
and was about 20 percent lower than a year
earlier. The number employed on the rail-
roads and in public utilities also decreased
further, while most other nonmanufacturing
industries showed little change in employ-
ment.
Residential building contracts, which in
March had increased sharply, declined in the
first half of April but were nevertheless con-
siderably above the low levels of January and
February. Awards for other private work
showed a similar decline, while public proj-
ects continued in substantial volume.
Distribution of commodities to consumers
has continued considerably above production,
although it has been at a level somewhat lower
than last year. At department stores, sales
in April showed a smaller increase over
March than would be expected in view of the
late date of Easter, and the Board's seasonally
adjusted index for April is estimated at 83
percent of the 1923-1925 average, as com-
pared with 86 in March and a level of about
93 for most of last year.
The general level of wholesale commodity
prices continued to decline in the latter part
of March and the first three weeks of April,
following a small advance which reflected
chiefly seasonal increases in prices of live-
stock and meats. For the week ending April
23 the Bureau of Labor Statistics index of
all commodities was at 78.6 percent of the
1926 average compared with a level of about
88 in the spring and summer of last year
and around 80 during most of 1935 and
1936. Currently, prices of agricultural com-
modities generally are lower than in 1935 and
1936 by more than 10 percent, while prices of
industrial commodities, as a group, are 5
percent higher.
Prices of wheat, hogs, and dairy products
showed some decline from the middle of
March to the third week of April and there
were further decreases in prices of such in-
dustrial materials as steel scrap, tin, rubber,
hides, and textile goods. In the middle of
April buying of some commodities increased
and prices of print cloths, hides, rubber, and
zinc advanced slightly from the lows reached
earlier in the month. Finished industrial
products declined further in April, as is
WHOLESALE PRICES OF INDUSTRIAL COMMODITIES
Monthly figures; Federal Reserve classification of Bureau of
Labor Statistics' data; all foods and feeds, both raw and
processed, are omitted. April 1938 figures estimated.
shown on the accompanying chart, but by a
smaller amount than prices of raw and semi-
finished materials.
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Death of Charles S. Hamlin
Mr. Charles S. Hamlin, Special Counsel to
the Board of Governors, died on April 24,
1938. Mr. Hamlin was designated as the first
Governor of the Federal Reserve Board at the
time of the establishment of the Federal Re-
serve System in 1914 and served in that posi-
tion until August 9, 1916. Effective August
10, 1916, he was reappointed a member of the
Federal Reserve Board and served continu-
ously in that capacity until February 3, 1936.
On February 4, 1936, Mr. Hamlin was ap-
pointed by the Board of Governors as Special
Counsel to the Board in which position he was
serving at the time of his death.
Appointment of Class C Directors at Federal
Reserve Banks
On April 5, 1938, Francis Biddle, a mem-
ber of the law firm of Barnes, Biddle & Myers,
Philadelphia, Pennsylvania, was appointed a
Class C director of the Federal Reserve Bank
of Philadelphia for the unexpired portion of
the term ending December 31, 1940.
On April 5,1938, St. George Holden, Presi-
dent, St. George Holden Realty Company,
San Francisco, California, was appointed a
Class C director of the Federal Reserve Bank
of San Francisco for the unexpired portion
of the term ending December 31, 1940.
Federal Reserve Bulletin: May 1938